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April 30.2002 

The Honorable Barbnnl Rynn Currie 
Illinois State Representative 
300 statehouse 
Springfield, lL 62706 

Dear Rep-Wive Cunie: 

Thank you for the opportunity to meet with you last week regarding Senate Bill 2081 - thc p r o v l  
to extend fur 2 years the transition period set out in the Ulinois Electric Service Customer Choice 
and Rate Relief Act of 1997. The proposed bill would, of come, extend the rate freeze now io 
e m  for an additional two ycars (2005-06). extend the Law's strong labor pmtcctioni; and extend 
the eamiogs sharing pmtcctions while prohibiting utilities fmm passing along higher fuel prices to 
consumas through 2006. 

We appreciate the time you spent with ComEd on this important bill. We write in w etYort to 
mmorialize our understanding of your concerns and our responses. 

Your qwtions reflest a fundamental conviction that this rate freeze extension should advmce only 
if it generates consumer benefits. W e  a p e .  The dcbate surrounding this bill demonstmtes that 
thm arc sjgnifimt ccnsumer benefits associated with the extension and we will briefly rccount 
thoso h e f i t s .  We also feel compelled to addreas the concern8 raised by Illinois Comnurrcc 
Commission Staff that this rate f~ee7-  extension might generate benefits far utilities and h e  implicit 
assumption that legislation could not generate both consumer h e f i t s  and be palatable to utilities. 
We disagree with that proposition and claboratc Mow. 

That thc General Assembly's 1997 Illinois Rate Relief law hafi conferred signifcant bcnefit on 
consumen is undisputed In ComEd'~ service territory, rates fop commeu *'A anrl industrial 
consumers have been frozen at Ievels set in 1995. Residential c o n s u m  have W v e d  a 20% 
reduction off thosc ratcs - and am now paying lcss for electricity than they paid in 1990. Norlhern 
Illinois con8umeTs are cxpccted to save roughly $2.8 Billion through 2004, and an additional $1 
Billion h u g h  2006 (compared LO their 1997 bills) as II result of the rate reduction and freeze. In  
fact, ComEd now has some of the lowest energy latea of my major mctmpolitpn area -- and rates 
that compare favnrahlyto Wiknnsin. (Set chartattached). 

.Tlie question prcscntcd by this bill is whether freezing ram at levels equal to 1990 rates wilt 
continue to g e m k   consume^ benelits 9 and 10 years after they werc set - in 2005 and 2006. We 
believe the u n s w c ~  iS clear, Under an extended rate frcczo, cwtonms would pay today's low 
bundled rate through 2006 regadleas of market conditions. If wholesale market prices go up 
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customers can purchase current bundlcd r e s .  If wholesale market prices turn out to be low, 
residential customers will have the oppoacunity to benefit by switching to an alkrn&ve supplier 
which, due in pat  to a mitigation factor or "shopping credit" of 6% off the bundled rate and 
increaaing to 10% in 2006, will be situated to "beat" the utilityprice. While future prices cannot be 
predicted with ccltainty (and if they could we would not be involved in this debate). there is 
widespread i i p m t  h a t  prices in energy markets are volatile. Absent a price fraeze, customers 
will be exposcd to this volatility. The fable below shows potential ComEd bundled rates in 2005 
wms B range of wholesale market prices. Based on this plausible range of prices, rates could go 
dow by roughly 5% or up by as much as 60%. 

Potentla12005 Resldentlal Rates (cents per kWh) 

Low Market Moderate High Market 
Prices Market Prices Prices (2001 

19002 lllinoisl . J2001 Illinois) Massach usens) 

Market-Based Bundled Rate' 
Delivery Senrlce 3.8 
Transition Charge 1.2 
Market Value i 10% u2 
Total 8.0 

3.8 
0.0 
SA 
9.2 

3.8 
0.0 u 
13.4 

Current Bundled Rate 8.4 0.4 8.4 

2005 Rate 
IncreasdDecrease 

-5% +l OYO +60% 

To those. that say that high markel prices are extremely unlikely, past evidence from both gas w d  
electric markets suggests otherwise. The high markct price scarrrio is not an extreme caae by any 
means -it is based on 2001 rcsidmtial energy prim in Massachusctta that were dctcrmincd through 
a compentive RPP for 6month supply. More cxtrcme cases have occurred -California load shaped 
prices exacded 20 cents per kWh in December 2ooO. Here in Tllinois, wholesale prices climbed to 
$2.60 p n  kwh for a brief period in summer, 1998. 

Then is an a d d i t i d  benefit tu an extended umsition period. Currently, Illinois is one of the few 
jurisdictions whore electricity reseprmctlw1 ' g is still moving forward. This is so in large part because 
h e  oenaal Assembly phoed for a phased-in, gradual transition period. lhis transition period has 
allowed the stakeholders to adjut market mechaaisms as need be to accommodate thc mists and 
turns in thc restructuring path that no one could haw prcdicted. Even with this advantage, 
competition has developedmorc slowly in somc consumer clauses than ;intiCipnted The additional 
two ykps  of Imnsitioo would be beneficial lo market develvpment, particularly to dcvclop 
"Provider of Last Re.sort"rul~ so that residential. low income and othcr markets with 1-8 than 
robust activity can be provided with certainty. 

Assumes bundled rates subsequent lo the rnandalory transition period are set as suggesrad In the CUment 1 

Law Dellvery Service Charges + Transtion Charges + (Market Value + 10%). 
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In our meeting with you, Commission Staff focused solely on the potential that this bill could 
generate bencfits for utilities. Cnmmission Stnff &8sm this bill will create a “%findfall‘’ for CornEd 
and 0 t h ~  utilitiw of the magnitude of several billion dollars. Commission Staffpit varjous 
thcorics undcr which such a WindfaU‘‘ might materialize, but none hoId up under scrutiny. 

Commission Staff also mise FERC issues, specifically the possibility of cost-based r i ,  as reason 
for rejecting SB 2081. Thcsc concerns arc not well founded. FERC’s ovcridingpolicy god is thc 
creation of well functioning competitive wholesale markets, not a return to cmt-based rates. 
FERC’r top priority for achieving !Ais goal is the formation of RegionalTransmissim 
OrgMizations (RTOX). FERC has made. clcar that it will be easier far suppliers to gain approval for 
markct b u d  raks within the context of an RTO. The only issue still being debated within the 
FERC is wherher market-based rrtes should be routinely approved within any opcrationd RTO or 
w h e k  routine approvals &odd be reserved for those RTOs that have implemented “standard 
markets.” 

The. smxiIled Supply Margin Assessment (SMA) twt that was p m w  by FBRC last year xi a new 
muu~n of market ~ O W M  would apply only to non-lS0 or non-RTO mark&. It appears that FERC 
is utilizing this test as an incentive forutilitics to farm R R h .  lt ir a visual ccrtainty that ComEd 
will be a member of an approved RTO within a ywr; making SMA discussions or any discussions 
of a move to coat-based rates - and presumed reduced wholesde mark& prices - irrelevant 

That leaves a h a l  question. Ignoring the CormrOission’s claims of multi-billion dollar benefit% 
does this bill provide bmefits to utilities? CornEd believes it does, but that it also poses risk The 
key bcncfit of this fnxze is certainty. A two year extension of the mte freae enacted now would 
allow ComEd an adequate planning horizon to develop a portfolio capable of d n g  it3 Iwd 
CornEd wil l  continue to be challenged by planning for uncertain Id at a h e d  price - we can 
estimate, but cannot predict with certainly, how m y  customers will require utility mice at any 
point in time. We also asdurn the risk of wholesale marw price volatility. These art sigdcant 
risks to the utility. Nonetheless, knowing the rate at which it must save will provide one aspect of 
ccrtainty aa we move through the transition period. We believe wc can manage that risk with the 
time horizon alloffed and through our portfolio management skills. 

Thank you. As always, should you have any additional queations, please feel to contact me 

Sioc ly, 

&dJ 
John T. Hmkcr 
Vice President 
(312) 394-8836 

U 
cc: SenatorEmil Jones 

h a t o r  William F. M;ihar 
Senator David Sullivaa 
Representative Phil Novak 

Reprcsmtative Brent Hasscrt 
Republican Staffer 
Dwnocratic Sta€kr 
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